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March 4, 1998 

MEMORANDUM FOR UNDER SECRETARY OF DEFENSE 
(ACQUISITION AND TECHNOLOGY) 

SUBJECT: Audit Report on Joint Contracting for Depot Maintenance of 
Secondary Items (Report No. 98-085) 

We are providing this audit report for review and comment. This audit was 
requested by the Joint Logistics Commanders, and was performed as a joint audit effort 
under the auspices of the Joint Logistics Audit Planning Group. The Naval Audit Service 
led this audit effort with participation from the DOD Inspector General and Army and 
Air Force audit organizations. 

The Under Secretary of Defense (Acquisition and Technology) did not provide 
comments on the draft report. DOD Directive 7650.3 requires that all recommendations 
be resolved promptly. Therefore, we request that the Under Secretary of Defense 
(Acquisition and Technology) provide comments on the final report by May 4, 1998. 

We appreciate the courtesies extended to the audit team. Questions on the audit 
should be directed to Ms. Barbara M. Cobble, Naval Audit Service, at (703) 604-2027 
(DSN 664-2027) (bcobble@audit.navy.mil) or Mr. Luther Bragg, Naval Audit Service, at 
(703) 604-0739 (DSN 664-0739) (lbragg@audit.navy.mil). The audit team members are 
listed on the inside back cover. See Appendix F for report distribution. 

David K. Steensma 
Deputy Assistant Inspector General 

for Auditing 
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DOD Joint Logistics Audit Planning Group 

Report No. 98-085 
(Project No. 7LD-5027) 

March 4,1998 

Joint Contracting for 
Depot Maintenance of Secondary Items 

Executive Summary 

Introduction. This audit was requested by the Joint Logistics Commanders and was 
performed as a joint audit effort under the auspices of the DOD Joint Logistics Audit 
Planning Group. The Naval Audit Service led this effort, with participation from the 
DOD Inspector General and Army and Air Force audit organizations. Joint contracting 
for depot-level maintenance involves having a contractor perform maintenance for more 
than one DOD component under a single contract administered by just one DOD 
component. DOD guidance emphasizes the desirability of joint contracting agreements 
between the Services to achieve the most cost-effective depot maintenance possible. The 
reviewed data files contained 5,643 separate maintenance contracts valued at $1.8 billion 
that were open as of the second quarter of FY 1997. 

Objectives. The objectives of the audit were to determine opportunities for combining 
existing depot maintenance contracts into joint contracts, and to identify savings from 
increased use of joint contracts for depot maintenance. 

Audit Results. The Services did not identify and initiate actions to use joint contracts for 
depot-level maintenance. We determined that at least 3,479 contracts, valued at 
$1.2 billion, in our audit universe, involving multiple Services using the same repair 
facility or supplier, were candidates for joint contracting. Opportunities for joint 
contracting may also exist for repair of similar items. Since there were no current or 
historical examples of joint contracting agreements, we could not identify specific 
savings. However, we believe many opportunities for administrative efficiencies and 
economies-of-scale cost savings exist. 

Summary of Recommendations. We recommend that the Under Secretary of Defense 
(Acquisition and Technology) gxpand DOD guidance relative to joint contracting to better 
facilitate such contracting, and charter an Integrated Product Team to develop a joint 
contracting process. In addition, we recommend that the Deputy Under Secretary of 
Defense (Acquisition Reform) integrate a joint contracting training module into course 
curricula to ensure that personnel receive joint contracting training. 

Management Comments. Comments were not received to a draft of this report. 
Therefore, we request that the Under Secretary of Defense (Acquisition and Technology) 
provide comments on the final report by May 4, 1998. 
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Part I - Audit Results 



Audit Results 

Audit Background 

This audit was requested by the Joint Logistics Commanders and was performed 
as a joint audit effort under the auspices of the Joint Logistics Audit Planning 
Group. The Joint Logistics Commanders asked the Group to determine whether 
there are opportunities for joint contracting in depot maintenance. 

Depot-level maintenance represents the most extensive level of maintenance and 
entails repair, rebuilding, and major overhaul of principal end items (e.g., aircraft, 
ships, and tanks), parts, assemblies, and subassemblies. It also includes limited 
manufacture of parts, modifications, reclamation, technical support, and testing, 
as well as software maintenance. 

DOD spends about $11 billion to $14 billion annually for depot-level 
maintenance. Projected costs for FYs 1996 through 2001 exceed $74 billion. Of 
the total DOD estimated cost of $11.5 billion for FY 1997, about $7.0 billion was 
for work to be performed in Government-operated facilities (organic 
maintenance) and $4.5 billion was for work to be performed at privately operated 
facilities (contract maintenance). Contract maintenance includes depot-level 
maintenance of principal end items and secondary items (reparable components, 
minor end items, and repair parts). This audit focused on contract depot-level 
maintenance for Service-managed, secondary reparable items. 

DOD 7000.14-R, “DOD Financial Management Regulation,” March 16, 1993, 
requires each DOD component to report depot maintenance workloads and 
identify the portions that are inter-service and joint contract. Inter-service 
represents maintenance performed by the organic (Government-owned) activity of 
one Service in support of an activity from another Service. Joint contracting is 
maintenance performed by a contractor for more than one DOD component under 
a single contract administered by just one DOD component. For FY 1996, DOD 
reported $423 million in inter-service and joint contracting depot maintenance and 
repair work. Of this amount, $417 million (98.6 percent) was organic 
maintenance and $6 million (1.4 percent) was contract maintenance. (See 
Appendix E for definitions of key terms.) 

A related key goal of the DOD is to reduce the operating and support costs for its 
weapon systems and equipment. Joint contracting is in keeping with this goal and 
Goal 9 of the “DOD Acquisition” National Performance Review, DOD 
Reinvention Impact Center, to eliminate the layers of management through 
streamlined processes while reducing the DOD acquisition and related workforce 
by 15 percent by the year 2OW. 
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Audit Results 

Audit Objectives 

The objectives of the audit were to: 

l Determine opportunities for combining existing depot maintenance 
contracts into joint contracts. 

l Identify savings from increased use of joint contracts for depot 
maintenance. 

See Appendix A for a discussion of the details on scope, methodology, 
management control program, and related prior audit coverage. 
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Joint Contracting 

Joint Contracting 

The Services did not identify and initiate action to use joint contracts for depot- 
level maintenance of secondary items. We determined that at least 3,479 
contracts in our audit universe of 5,643 contracts involved multiple Services using 
the same repair facility or supplier. The 3,479 contracts were candidates for joint 
contracting. Opportunities for joint contracting may also exist for repair of similar 
items. While Defense policy required establishment of joint contracting 
maintenance arrangements, guidance did not provide specific criteria for 
identifying joint contracting opportunities, and did not establish processes to 
accomplish joint maintenance contracts. As a result, the Services missed 
opportunities for administrative efficiencies and economies-of-scale cost savings. 

Policies and Procedures 

The Federal Acquisition Regulation, Part 37, “Service Contracting,” defines a 
service contract as a contract that directly engages the time and effort of a 
contractor whose primary purpose is to perform an identifiable task (such as 
maintenance, overhaul, and repair) pertinent to equipment, supplies, or systems. 
Contracts awarded to a single source without the benefit of competition must be 
justified in accordance with Part 6, Subpart 6.3, “Other than Full and Open 
Competition.” 

DOD Directive 4151.18, “Maintenance of Military Materiel,” August 12, 1992, 
establishes policy and assigns responsibility for the performance of DOD materiel 
maintenance, including maintenance of hardware, equipment, and software, for 
both organic and contract types of maintenance. It is DOD policy that inter- 
service (involving multiple Services), intra-service (within the same Service), and 
joint contracting maintenance support arrangements shall be established and 
executed to achieve the most cost-effective depot maintenance possible, consistent 
with readiness requirements of the Services. 

Use of Joint Contracts 

Existing Maintenance Contracts. The Services did not identify and initiate 
action to use joint contracts for depot-level maintenance of secondary items. We 
obtained data files from the Services’ Inventory Control Points (ICPs) for depot- 
level maintenance contracts that were open during the second quarter of FY 1997. 
We identified seven contracts where one Service reported using another Service’s 
repair contract. However, these seven contracts related to the repair of items used 
by more than one Service that required materiel support rather than joint 
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Joint Contracting 

contracting. Thus, the Services’ data did not contain any cases of joint 
contracting. We interviewed ICP personnel, including contracting officers, 
engineers, equipment specialists, item managers, and program managers. ICP 
personnel were not aware of their use of any joint contracts for depot-level 
maintenance of secondary items. 

Consolidation Opportunities. Opportunities exist to consolidate repair 
requirements for two or more Services on joint contracts. We analyzed the 
Services’ depot-level maintenance contracts for commonalities and identified 
three categories of criteria where joint contracting opportunities may exist: 

Category A - Same repair facility: Services separately contracting with 
the same repair facility. 

Category B - Same supplier: Services separately contracting for repairs of 
items that are supplied by the same contractor (manufacturer). 

Catagory C - Similarity of items: Services separately contracting for 
repair of items that may be similar enough to warrant a joint contract (the 
items have the same Federal Supply Class (FSC), same item name, and 
similar standard price). 

The data files provided by the ICPs contained 5,643 separate contracts, valued at 
$1.8 billion, for repair of 18,698 items with separate national stock numbers 
(NSNs). We determined that 
the 5,643 contracts were 
awarded to 1,79 1 separate 
contracting entities. BY 
applying the described criteria 
(Categories A, B, and C), we 
divided the contract data files 
into three unique subsets 
matching the criteria. As 
shown in the chart at right, of 
the 18,698 NSNs, 10,544 
applied to Category A, 4,606 
applied to Category B, and 
3,548 applied to Category C. 
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( 

NSNs by Category 

Category A Category B Category C 



Joint Contracting 

Consolidation opportunities exist in Category A (same repair facility) and 
Category B (same supplier). We also noted there was the potential for joint 
contracts related to Category C (similarity of items). 

Same Repair Facility. Instances where two or more Services already have 
repair contracts at the same repair facility represent the best opportunity for joint 
contracting. We used the Commercial and Government Entity (CAGE) codes to 
identify repair facilities. By comparing CAGE codes among contracts in the data 
files, we determined that 308 of the 1,791 repair facilities had repair contracts 
with multiple Services (a separate contract for each Service). The 308 repair 
facilities account for 2,554 contracts, valued at $860 million, or about 45 percent 
of all repair contracts in the data files. (Appendix B lists the CAGE codes, name 
of repair facility, location, and number of contracts awarded for instances where at 
least five contracts were awarded to the same repair facility.) To test the 
feasibility of joint contracting, we reviewed 20 “scenarios” (41 contracts). 
Hereafter in this report, scenarios refer to instances with at least two repair 
contracts in more than one Service. 

We determined that multiple Services using the same repair facility under separate 
contracts represent joint contracting opportunities. The following Tables 1 
through 3 illustrate three examples of such joint contracting opportunities from 
our audit sample: 



Joint Contracting 

Table 1 
Example 1 of Potential Joint Contract 

for Same Repair Facility 

Repair Facility: GEC-Marconi Electronic Systems Corporation, Wayne, NJ 
Service Activities: Army Communications-Electronics Command 

and Naval Inventory Control Point 

Details on Contracts 

Contract 
Number 

Length of 
Contract 

Dollar 
Value 

Weapon 
System 

AN/ASN- 128 Light- 
weight Doppler System 
and ANIASN- 137 
Improved Lightweight 
Doppler System 

AN/APN- 187 Doppler 
Velocity Altimeter 
Radar Set 

Service 

AMY DAAB0795DA013 1 year with 
two l-year 
options 

$4.9 million 

Navy NOO38395DOO4J 3 years with 
two l-year 
options 

$3.5 million 

Items on Conl rcts 

Contract Number NSN Item Name 

DAAB0795DA013 

I- 

5841-01-318-0654 Receiver-Transmitter, Radar I 

NOO38395DOO4J 1 5841-00-168-3486 Computer, Tracker, FR 

I 5841-00-168-3487 Control Indicator 

5841-00-168-3489 Receiver-Transmitter 

5841-00-168-7683 Antenna, Microwave 

Circuit Card Assembly 

Circuit Card Assembly 
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Joint Contracting 

Table 2 
Example 2 of Potential Joint Contract 

for Same Repair Facility 

Repair Facility: Moog Inc. Aircraft Group, Torrance Operations, Torrance, CA 
Service Activities: Naval Inventory Control Point and Oklahoma City Air Logistics Center 

Service 
Contract 
Number 

Details on Contracts 

Length of Dollar 
Contract Value 

Navy NOO38395GOO2H 2 years $3.0 million 

Air Force F3460195D0366 1 year with $1 .O million Hydraulic Motor/ 

two l-year Actuator for F- 16 
options Aircraft 

Weapon 
System 

Components of Flight 
Control System for 
F/A- 18 Aircraft 

Items on Contracts 

Contract Number NSN Item Name 

NOO38395GOO2H 1 1650-00-4 18-3 158 1 Servo Valve, Hydraulic 

1650-01-089-6802 Housing-Sleeve-Slid 

1650-01-089-6804 Housing-Sleeve-Slid 

1650-01-253-5836 Servo Cylinder 

1650-01-253-5837 Servo Cylinder 

1680-01-125-8905 Transmission, Mechanical 

1680-Ol- 125-8906 Transmission, Mechanical 

1680-Ol- 125-8907 Transmission, Mechanical 

1680-Ol- 125-8909 Transmission, Mechanical 

1 1680-01-l 14-0225 1 Transmission, Mechanical 

I 6695-01-125-8859 I Transducer, Motional 

1 6695-01-301-0814 1 Transducer, Motional 

F3460195DO366 1650-01-302-3404 Hydraulic Motor 

1650-01-308-0839 Hydro-Mechanical Actuator 

I 1650-01-261-8078 I Hvdro-Mechanical Actuator 
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Joint Contracting 

Table 3 
Example 3 of Potential Joint Contract for Same Repair Facility 

Repair Facility: Litton Systems Inc., Electron Devices Division, Williamsport, PA 
Service Activities: Army Missile Command and Sacramento Air Logistics Center 

Details on Contracts 

Contract Length of Dollar Weapon 
Service Number Contract Value System 

DAAHO196C0232 1 year with $6.0 million PATRIOT Crossed 
1 -year option Field Amplifier 

assemblies 

Air FO460696DOO78 1 year with two $6.7 million Traveling Wave 
Force 1 -year options Tube applicable to 

AN/FPS-108 

Items on Contracts 

NSN Item Name 

5960-01-l lo-2668 Electron Tube 

5960-01-01 l-6358 Electron Tube 

L 

Contract Number 

DAAHO196CO232 

FO460696DOO78 

The preceding examples present excellent opportunities to consolidate 
requirements into one contract for the repair facility. The contracts were awarded 
in the same fiscal year, cover similar periods of time, and were for repair of 
similar types of items. For Example 1, both the Army Communications- 
Electronics Command and the Naval Inventory Control Point had previous 
contracts with this same repair facility awarded in FY 1991. Therefore, the Army 
and Navy missed two prior opportunities to consolidate requirements. 

In addition to identifying opportunities for consolidating repair requirements of 
multiple Services with the same repair facilities, we identified opportunities for 
intra-service consolidations. ICPs within the same Service had prepared separate 
depot maintenance contracts with the same repair facilities. Table 4 provides an 
example: 



Joint Contracting 

Table 4 
Example of “Intra-Service” Consolidation Opportunities 

Contract No. CAGE ICP/Location 

F3460196D0354 017N4 Oklahoma Air Logistics Center 

F4 160896D0847 017N4 San Antonio Air Logistics Center 

NOO10492GAO16 

NOO38392GK201 

017N4 Naval Inventory Control Point (Mechanicsburg office) 

017N4 Naval Inventory Control Point (Philadelphia office) 

From the contract data provided by the ICPs, we determined that 1,926 contracts 
were awarded to the same repair facilities by multiple intra-service ICPs. Table 5 
shows the intra-service opportunities for consolidating depot maintenance repair 
contracts with the same repair facility: 

Table 5 
Intra-Service Opportunities for Consolidating Contracts 

Service 

Army 

Navy 

No. of CAGES 

11 

116 

No. of Contracts 

63 

810 

Air Force 136 1,053 

Total 263 1,926 

Same Supplier. The second category reviewed includes instances where 
least two different Services had existing depot maintenance contracts that 
contained items supplied by the same contractor and were repaired by that 
supplier or an alternate repair facility. Due to time constraints, we excluded from 
our analysis all items having multiple original supplier CAGE codes. There were 
925 contracts, valued at $312 million, remaining after the exclusions. 
(Appendix C lists the CAGE codes, name of supplier, location, and number of 
contracts awarded where at least three contracts were for repair of items supplied 
by the same contractor.) To test the feasibility of combining these contracts, we 
reviewed 11 scenarios (49 contracts) in which items with common supplier CAGE 
codes were being repaired by at least 2 Services under separate contracts. 
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Joint Contracting 

We determined that items supplied by the same contractor provide opportunities 
for joint contracting. Table 6 illustrates an example: 

Table 6 
Example of Potential Joint Contract for Same Supplier 

Supplier: Tektronix Inc, Beaverton, OR 

Contract Repair Length of Value Weapon 
Number Facility Contract ($000) System 

DAAB0795DB755 Wilcox 1 year with four $4525.2 AN/FPN-66 

(Army) l-year options Radar Terminal 

NO0 10492GA094 Tektronix Inc. Basic Ordering $I 10.0 General Purpose 

(Navy) Agreement with Electronic Test 
requirements for Equipment 

7 years 

F0960396M 1853 & Event Systems Purchase Orders $4.0 F-15/16 
F0960397M0200 and Digicomp $0.4 Flight Simulator 
(Air Force) (Tektronix Inc. Terminal 

listed as poten- 
tial source of 
repair) 

As shown in Table 6, opportunities exist for joint contracting among more than 
two Services. The contracts in the example cover a similar time period and the 
items were supplied (manufactured) by the same contractor. 

We concluded that the above example was an opportunity to consolidate 
requirements into one repair contract. In the example, we determined that under 
Contract A, one activity is currently paying $1,746 for the repair of a graphics 
terminal (7025-01-353-2481) while another activity is having this same item 
repaired for $450 at another repair facility. By combining Army, Navy, and 
Air Force requirements, Tektronix (the supplier of all the items) or the other repair 
facilities may be able to offer DOD significant savings on overall repair costs. 

Contracts Meeting Categories A and B Criteria. From the data files, we 
determined that 2,015 of the 5,643 contracts (36 percent) met both criteria (same 
repair facility and same supplier). These instances offer the best opportunities for 
joint contracting -- the Services currently have separate contracts with the same 
company to repair items that were supplied by the same company (the repair 
facility and the supplier facility may not be at the same location). 
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